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TO EXTEND AND AMEND THE INTERNATIONAL 
ECONOMIC POLICY ACT OF 1972 



WEDNESDAY, MAY 16, 1973 

House of Representatives, 
Subcommittee on International Trade, 
OF THE Committee on Banking and Currency, 

Washington^ D,G. 
The subcommittee met, pursuant to notice, at 2:20 p.m., in room 
^H28, Rayburn House Office Building, Hon. Thomas L. Ashley (chair- 
rrxan of the subcommittee) presiding. 

Present : Representatives Ashley, Rees, Mitchell, Blackburn, Brown, 
^N^cKiimey, and Frenzel. 

Mr. Ashley. The subcommittee will come to order. 
Today the Subcommittee on International Trade meets to take tes- 
"timony on a bill which would remove the President from member- 
ship in the Council on International Economic Policy, as requested by 
Wm, would extend the life of the Coimcil to June 30, 1977, and would 
authorize appropriations of $1.4 million for fiscal year 1974. 

Prior to the creation of the Council on International Economic Pol- 
icy, there did not appear to be an effective exercise of responsibility 
ioT international economic policy at the highest level. There appeared 
to be a management vacuum in the White House, which must be the 
focus for coordinating international economic policy because of the 
^i cie variety of interests engaged on so many issues. 

The enactment last August of the International Economic Policy 
Acitii of 1972, which established the Council and its staff on a statutory 
ba^sis and provided funding for it, reflected the view of Congress that 
^rx^ed clearly existed to provide for : (1) a clear top level focus for the 
™-H range oi international economic issues; and for dealing with in- 
^^Xiational economic policies, including trade, investment, balance of 
Payments, and finance, as a coherent whole; (2) consistency between 
dc^xnestic and foreign economic policy ; and (3) close coordination with 
ba-sic foreign policy objectives. 

At the same time, the Congress provided that the President shall 
transmit to it an annual report on the international economic position 
of the United States. The subcommittee received the first report several 
\veeks ago and has begun to review the findings and recommendations 
contained therein. On the basis of the report, it seems clear that there 
is a continuing need to support the three purposes which I have men- 
tioned in order to begin to achieve a rational and orderly international 
economic policy for the United States, and to help assure a partner- 
ship with the Congress in this policy area, particularly in view of 
the explicit constitutional prerogatives of the legislative branch for 
the regulation of international conmierce. 

(1) 
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H.E. 7687 recognizes that each President needs the flexibility to 
<;reate machinery of his own fashion for handling internatipnal eco- 
nomic policy, and consequently would extend the life of the Council 
to June 30, 1977. At the same time, it is recognized that there is a 
<5lear need to improve the relationship between the executive and the 
legislative branches with respect to the formulation of policy. To 
assure increased responsiveness on the part of the Executive to the 
Congress, the bill provides for an annual authorization. 

[The text of H.E. 7687 follows :] 

[H.R. 7687, 93d Cong., 1st sess.] 

A BILL To amend the International Economic Policy Act of 1972 to change the member- 
ship of the Council on International Economic Policy, and for other purposes 

Be it enacted hy the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 205 of the International Eco- 
nomic Policy Act of 1972 (86 Stat, 647) is amended by— 

(1) striking out " (1) The President." ; 

(2) striking out "be the Chairman of the Council and shall preside over 
the meetings of the Council ; in his absence he may designate a member of 
the Council to preside in his place" and inserting in lieu thereof "designate 
the Chairman of the Council from among the members listed in paragraphs 
(1) through (9)"; and 

(3) redesignating paragraphs (2) through (10) as paragraphs (1) 
through (9), respectively. 

Sec. 2. Section 209 of the International Economic Policy Act of 1972 (86 Stat 
-649) is amended by striking out "1973" and inserting in lieu thereof "1977". 

Sec. 3. Section 210 of the International Economic Policy Act of 1972 (86 Stat 
^49) is amended by striking out "1973" and inserting in lieu thereof "1974". 

Mr. Ashley. Our witness this afternoon is Mr. Peter M. Flani^an, 
Executive Director of the Council on International Economic Policy. 

Mr. Flanigan, it is a pleasure to have you with us again, and we will 
be grateful if you will proceed with your testimony. 

STATEMENT OF PETER M. TXANIOAN, EXECUTIVE DIRECTOR, 
COUNCIL ON INTERNATIONAL ECONOMIC POLICY 

Mr. Flanigan. Thank you, Mr. Chairman. I am delighted to ap- 
pear once again before your subcommittee, one which has shared so 
deep an interest in the country's international economic problems and 
with whom I discussed, 2 weeks ago, the International Economic Re- 
port of the President, the Council's first annual report to the Congress. 

I hope that your comments on that report went beyond kindness and 
constituted a recognition that CIEP is alive and well, and that it has 
been carrying out the vital function for which it was designed ; to pro- 
vide a top-level focus for the full range of international economic 
policies. I also hope that m^ repeat appearance here today will further 
demonstrate my own willingness to confer with interested Members 
of the Congress concerning the matters which lie within my respon- 
sibility and to be responsive to your questions. 

I am grateful for this opportunity to discuss with you the activities, 
past and future, and the proposed reorganization of the Council on 
International Economic Policy. It is an opportune time because of 
the immediacy of international economic problems. As you know, tlie 
administration has taken several positive steps since August 1071 to 
reform the outmoded international economic structure which is one of 
the root causes of our problems. We have achieved a set of international 
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exchange rates which are realistic in today's world. Recent evidence, 
although it must be viewed cautiously, indicates that these moves may 
be having a favorable impact on our international position. Our over- 
all balance-of -payments position has been improvmg, and our trade 
deficit in the first quarter of 1973 was half that of the last quarter 
of 1972. 

Despite these improvements, the most difficult tasks are still before 
us. In the monetary sphere, even if the 125-member International 
Monetary Fund agrees to our basic guidelines for the reform of the 
international monetary system at its Nairobi meeting this September, 
it will take some time to negotiate the details of the new system. We 
are at an even earlier stage in achieving a fairer and more equitable 
trading system. The authorities we seek under the proposed Trade 
Reform Act of 1973 do not, by themselves, resolve the problem; our 
negotiators will face years of tough negotiations. Our discussions in 
the OECD on new rules to guide international investment are only 
in the formative stages. And other international eocnomic issues will 
remain prominent with growing world economic interdependence. 

Thus, there is clearly a continuing need for a top-level focus and co- 
ordination of our policy formulation with regard to these highly 
complex international economic issues. In addition, we must insure 
that each international economic decision is viewed in the context of 
the interrelationship among monetary, trade^ and investment policy. 
The Council has made important contributions in performing this 
vital task of policy formulation within the executive branch. The 
administration now proposes its permanent authorization, together 
with some organizational improvements which will increase its effec- 
tiveness in meeting this Nation's international economic problems. But 
before discussing the changes we seek, let me briefly review the Coun- 
cil's history, organization, and record to date in responding to the 
problems which prompted its creation. 

In late 1970, to improve the coordination of the more than 50 U.S. 
Government departments and agencies with responsibilities in the field 
of foreign economic affairs, the Advisory Council on Executive Or- 
ganization recommended the creation of a Council on International 
Economic Policy as a part of the Executive Office of the President. The 
President accepted this recommendation and established the CIEP 
by memorandum dated January 19, 1971. Subsequently, the Presi- 
dential Commission on International Trade and Investment Policy, 
which was known as the Williams Commission, strongly recommended 
that the CIEP be given permanent status and sufficient funding 
through legislative action. The Congress granted the CIEP temporary 
authorization in Public Law 92-412 of August 29, 1972. The authoriza- 
tion expires June 30 of this year. 

The Council itself is currently chaired hj the President and is com- 
posed of key Cabinet-level and Executive Office officials, including the 
Secretaries of State, Treasury, Defense, Agriculture, Commerce, and 
Labor; the Director of the Office of Management and Budget: the 
Chairman of the Council of Economic Advisers; the Special Trade 
Representative for Trade Negotiations ; and such other individuals as 
may be appointed by the President. 

Full Council meetings, chaired by the President, have been held 
when necessary and appropriate. However, most of the Council's work 
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is necessarily conducted by subcommittees. The subcommittees of the 
CIEP are: the Executive Committee, chaired bv Secretary of the 
Treasury Shultz ; the Senior Review Group, which I chair as Execu- 
tive Director; and the Operations Group, chaired by the Under Sec- 
retary of State for Economic Aflfairs. Attendance at meetings of these 
groups is determined by the topics to be considered. In addition, the 
CIEP uses ad hoc interagency groups, as well as a number of exist- 
ing interagency groups, to handle specific problems and issues. A good 
example of such an interagency committee is the Le^slative Steering 
Group which played a critical role in the formulation of the trade 
policy embodied in the proposed Trade Reform Act of 1973. 

The Council maintains close working relationships with the 
Domestic Coimcil and the National Securitjr Council to insure coordi- 
nation of international economic policies with domestic and national 
security interests. 

The Council is served by a small staff under my management as 
Executive Director. Rather than undertaking major independent re- 
search projects itself, and thus duplicating the work of U.S. Govern- 
ment agencies, my staff attempts to bring sharper focus and more^ 
productive coordination to the efforts of the various executive branck 
agencies, and to synthesize divergent recommendations from different, 
sources in the course of policy development. The staff is composed of 
21 professional members who have been brought into the Council be- 
cause of their capability and expertise in a particular field, whether 
this be monetary policy, investment issues, taxation, trade policy, eco- 
nomic aspects of high technology, development assistance, or other 
problems. These staff members are in continuous contact with the Fed- 
eral agencies working in their field of activity, and keeping themselves 
up to date on information from all official sources concerning their 
assigned projects. Certain members of the staff serve as chairmen of 
interagency study groups on particularly complex issues ; others moni- 
tor studies being done through existing interagency committees on 
international economic problems. The staff must also help carry out 
my responsibility to keep Members of the Congress and interested 
citizens informed about U.S. policy in these areas, including those to 
whom we recently submitted the first International Economic Report 
of the President. 

Recently, the Executive Office of the President, of which CIEP is a 
part, has been reorganized. On February 2 of this year, the President 
formally established the Council on Economic Policy with Secretary 
Shultz as Assistant to the President and Chairman, to be the focal 
]M)int and the coordinator for all economic policy within the executive 
branch. The new structure allows for the integration of domestic and 
foreign economic policy, and provides the President with a manage- 
ment instrument intended to function through high-level working 
groups. Rather than developing a duplicate staff structure of its own, 
the Council on Economic Policy receives staff support from these 
working groups and their staffs, or from the respective agencies. 
Within the Coimcil on Economic Policy structure, the Council ojim. 
Tntcmational Economic Policy is responsible for providing the in — 
ternational economic policy staff work, and thus our substantive^ 
functions remain unchanged. The Council on International Economic 
policy continues to be charged with overall policy coordination in tHe 
international economic field. 
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Much has been accomplished since the Council's inception. The 
fragmentation of economic policymaking in the various elements of 
the Federal Government and the conflicting views of individual de- 
partments have been met with an appropriate mechanism for facilitat- 
ing Presidential policy decisions and, equally important, a mechanism 
for insuring that the diverse but interrelated aspects of trade, mone- 
tary, and investment issues are fully considered when making these 
policy decisions. 

Since the monetary crisis of 1971, much progress has been made in 
moving toward reform of the world monetarjr system. The Council 
has contributed at every stage in the formulation of the U.S. policj 
position, and in the initiatives the U.S. Government has taken in this 
area. Our contribution here, as on other problems, has included assur- 
ance that monetary policy decisions are not made without careful con- 
sideration of interrelated trade and investment issues. 

For over a year, the Council has led the effort to formulate a new 
trade policy aimed at a more open and more equitable world trading 
order which will benefit both our country and our trading partners. 
The Coimcil chaired the steering group which shaped our new trade 
policy and developed the proposals now contained in our draft trade 
reform bill of 1973, which was transmitted to the Congress last month, 
together with the related tax proposals. This package of legislative 
proposals again exemplifies the interlocking relationships between the 
trade, monetary, and investment areas, and between domestic and in- 
ternational considerations. And it also reflects the product of literally 
hundreds of meetings and consultations, formal as well as informal, 
with organizations and individuals inside and outside of Government, 
in our search for new ideas and ways of resolving conflicting sugges- 
tions as to what policy will best serve the interests of this coimtry. 

The Council has also been dealing with a wide range of other inter- 
national economic issues, among which have been the following : Con- 
tinuing U.S. trade talks with Japan; our future economic relations 
with the enlarged European Community; the new trade links with 
the U.S.S.R. and Eastern Europe; our economic relationships with 
Canada ; a review of our strategic controls on exports to Communist 
countries; examination of the problems caused by the potential for 
increasingly rapid transfer of technology ; the problems and benefits 
posed by the development of large multinational corporations ; our pol- 
icy toward nationalization of U.S.-owned assets by other nations ; co- 
ordination of U.S. policy positions for international economic meet- 
ings, such as UNCTAD III and the OECD ministerial session ; and 
preparations for the President's discussions of economic issues with 
foreign leaders. 

In addition, the Council and its staff has dealt with the policy aspects 
of a wide range of important problems of a more specialized nature ; for 
example, several major international aviation agreements, commodity 
agreements on coffee and cocoa, the sale of aircraft to the People's Re- 
public of China, and numerous Tariff Commission cases requiring a 
decision by the President. 

The Council has begun work on several studies of major problems. 
We shall be working with interagency groups and outside consultants 
on the impacts of foreign investment m the United States and possibil- 
ities for stimulating more such investment, as well as the effects of 
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U.S. foreign direct investment both on our own economy and on the 
host countries. In this regard, we shall be cooperating in the work of 
the OECD as it formulates international investment policies. Further 
projects include taldng a hard new look at U.S. policy toward develop- 
ment assistance, examming the policy issues related to the licensing of 
technolo^ transfer, and ways of getting better international economic 
information and analysis to senior Government officials in support of 
policymaking. 

During March, as we discussed here 2 weeks ago, the Coimcil trans- 
mitted to the Congress the first International Report of the President, 
required under the International Economic Policy Act of 1972. I be- 
lieve — ^and the congressional reactions would tend to confirm — ^that 
this report has been helpful in providing a clear focus on the varied 
but interacting problems this country faces in today's world economy, 
and on the broad outlines of proposed solutions to those problems. It 
is quite clear that international economic issues will continue to inten- 
sify as the world becomes increasingly interdependent. In fact, it has 
become widely recognized that the peace and stability of the world 
depend increasingly on resolving these economic issues. 

As ^ou are all aware, the U.S. Government is currently engaged in. 
negotiations to reform the world monetary system, and will soon ba 
engaged in lengthy multilateral trade negotiations. Significant phases 
in Doth endeavors begin this fall, when the IMF meets in Nairobi and 
the multilateral trade talks open in Tokyo. Both of these efforts, if 
successful, will have significant impact upon the U.S. economy for the 
foreseeable future. Both will continue to be fields in which f oUowup 
work will be needed, in order to insure that the full benefits of this 
"era of negotiations" can be developed. In addition, the many other 
problems we face in the international economic arena cannot be ex- 
pected to yield to anything but a highly concentrated and well-focused 
effort. Thus, there is a clear and continuing need for the Council as 
an instrument for effective policy development and guidance, and I 
urge that the Congress approve its proposed permanent authorization 
as a part of the Executive Office of the President. The lack of such 
permanent authorization could inhibit the building up of a regular 
staff of the quality we seek. 

Mr. Chairman, I note that one of the bills pending before your sub- 
committee — ^the one introduced by you and Congressman Rees — would 
authorize the existence of the Council until June 30, 1977, but would 
only give it appropriation authorization for a single year. While the 
bill introduced by Congressman Widnall conforms to our proposal, 
I can understand the desire of the Congress, and particularly your 
subcommittee, to review periodically the activities of the Council, an 
annual authorization process seems to me an unfortunate way to do it 
It is not, as I am sure you realize, that I do not find my appearancesKL 
before your subcommittee most enjoyable. Indeed, I expect them tc^ 
continue in any event; but the burden of seeing an annual authoriza.— 
tion bill through the Congress creates an unfortunate diversion o:f 
time and energy of our small staff from what ought to be the maixi 
focus of its work. If you do not see fit to authorize us permanently, it 
would seem more reasonable, in terms of the burden of your subcom- 
mittee as well as upon the Council, if the appropriation authorization 
were made on a multiyoar basis. 
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The proposal before you today also provides for the adaptation of 
the Council's structure to fit appropriately within the recently formed 
Council on Economic Policj^. Given the close interweaving of domes- 
tic and international economic issues, it is essential that policy develop- 
ment in either area not be divorced from development in the other. 
The Council on Economic Policy was established with broad authority 
in these closely interrelated fields, and it is to insure that the inter- 
relationship's are recognized that I was made a member of the Council 
on Economic Policy. However, the creation of the new Council on 
Economic Policy will require a change in the statutory chairmanship 
of the Council on International Economic Policy. 

What we are proposing is that the President be freed from statutory 
chairmanship and authorized to designate a chairman from among 
the Council members. Once these amendments are enacted, the Presi- 
dent intends to designate Secretary Shultz of the Treasury, current 
Council on Economic Policy chairman, to serve concurrently as chair- 
man of the Council on International Economic Policy, giving further 
recognition to the close interrelationship between domestic and inter- 
national economic problems. 

Once the Council is given firm statutory basis, the President also 
intends to take the necessary administrative actions to bring the 
f imctions and staff of the special representative for trade negotiations 
into a closer relationship with the Council. This would deal with the 
anomaly of two separate organizations with responsibility for inter- 
national trade in the Executive Office of the President and would re- 
solve the resulting confusion that exists in the minds of many Members 
of Congress, the public and officials abroad. The proposed merger also 
constitutes recognition that no economic policy field — certainly not 
trade — can be considered independently of the issues in investment 
and monetary affairs. Under this reorganization the special trade 
representative's guidance will continue to come from the President 
through the Council and its Executive Director. This reflects no 
change from current practice, but will enhance the overall effective- 
ness of the Executive Office. The current functions of the special 
representative, as set forth in sections 241 and 242 of the Trade Ex- 
pansion Act of 1962, will remain unchanged. Accordingly, trade nego- 
tiations will proceed in the fullest organizational harmony with other, 
related aspects of international economic policy. I should also note 
that the staff of the STR would remain, as now, under the direction of 
the special representative for trade negotiations, but would addi- 
tionally act as the trade arm of the Council. 

In summary, Mr. Chairman, we in the Executive Office of the Presi- 
dent feel it essential that the Council now be recognized as having a 
significant mission to fulfill in the formulation of effective U.S. Gov- 
ernment policies in this complex field, and that it should receive per- 
manent authorization. Such action would recognize that these issues 
are going to grow neither less complex nor less controversial, and 
that the need for effective coordination of the many viewpoints within 
the U.S. Government will grow rather than decline. We feel the Coun- 
cil has already demonstrated its value in harnessing the Government's 
resources more effectively and giving them focus. The requested au- 
thorization would enable us to continue to play this crucial role in 
the years ahead. 
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>Ir> AaFHLgr, Thank TOO, 3Ir. Fhnjgan, It isagood^tftnwit. 

Going to sofDe of the argnEments in faror of the bill that has beoo 
mtrodnced — the administraticn hilL by Bepresentatxre Widnall— c» 
pa^ II voa. understandably perhaps froca some aspects, indicate thai 
the barden of an annual ainhorizatKHi in the Congress creates an un- 
iartunMe dhrersion of time and energy of your staff &CMn what oo^t 
to be the main focus of its woiiL. 

I am corioiis as to what is really inTcdred in pr^Muring for a hear 
ingsochasthis. 

ifr, Fla^ogax, WelL Mr. Chairman* we take these c^qportonititt 
yery serioiisly^ and we not only prepare a stat^noit which takes socon 
time and it is reriewed by sereral of os and aba reviewed by the OMB 
th^i we prepare a book such as this, going through the creation o: 
€Riestiov» and answers a^dng rarioos parts of the GoTemment, of thi 
Execntive Office, to ccane up with those answers : We go to the OME 
and get all of the information that wilt also be needed, of course, f oi 
the Appropriaticms Committee and all of the documents, and stud] 
them, makmg comparisons and try to foresee many of the question 
that you can ask. With 20 professicmals, we put three or four on tha 
for quite a while, and it w<nild seem to us that I am presumably goini 
to be up here on substantive matters several times, whenever you see fi 
to sak us, and I would hope that those visits would enable you to deter 
mine the value of the institution and a^ the questions you want with 
out this more mechanical kind of presentation. 

Mr. AsHiXT. Wdl, I think that is a good answer. 

You te«Jtified previously that the responsibility of issuing an annua 
report has turned out to "be fairly fruitful exereise from your stand 
poJnt, as well as from ours, and I am just curious if there is a difference 
and if so, what that might be. 

Mr. Flaihoan. Well, Mr. Chairman, it seems to me that that effort 
went to the substance of our woA rather than to an organizational de 
fense if you will, and you are right; I found the prospect of that vei^ 
much greater effort than was required in presentation for this hearing 
somewhat unappetizing. 

Mr. Ashley. Well, I would think that you would welc<Mne the oppor 
tunity to come before us and explain, for example, how CIEP fulfilli 
itH new role with respect to CEP, which obviously you could not hav« 
done last year. Who knows what changes we may be looking at in th< 
years to come ? 

There is some advantage to the flexibility, it seems to us. I am sun 
you understand why H.R. 7687 has been offered. This is no effort t< 
cause the administration any difficulty with respect to carrying out itj 
tremendous obligation in the area of international economic policj 
matters. 

What we do think, of course — some of us — is that a 1977 date foi 
the f^rmanent authority would treat a next President, whoever he mai 
be, with the same consideration that we try to accord the present in 
cnrnlK'nt of the office. 

Mr. Fr.AxiGAx. On that. Mr. Chairman, obviously neither of thea 
a If in<iipf»ni}>le barriers for us. I wonder if — what is it June 30, 1977— 
that you are suofgestino:? 

Mr. Ashley. Yes. 

Mr. Fi^vxiGAx. I think the new President would have to get righ: 
to work at it. He would not ha^ e much time to determine whether o 
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not he wanted the Council. Perhaps the end of the year would give 
him a little more flexibility. 

Mr. Ashley. Well, he would have from November of the previous 
year, presumably. 

Mr. Flanigan. I recall that those are rather busy days, but this is 
not a matter that I am going to personally get terribly exercised 
about. 

Mr. Ashley. Let me ask you about some testimony that was de- 
livered in the Senate the other day from a respected senior fellow of 
the Brookings Institution — and I do tliis because I think he raises a 
point that perhaps we should address ourselves to — ^his recommenda- 
tion, as you know, was that the Council, the CIEP be abolished, and 
in short what he said was that CIEP was created initially for two 
roasons. First, there was no White House official at the highest staff 
leTel exercising responsibility for foreign economic policy ; and second, 
tliat at that time, our Special Eepresentative for Trade Negotiations 
found himself in a rather impotent position. He says that CIEP was 
created to fill these two vacuums, that it has really not done so^ that the 
only role for CIEP then, and I presume now, was to coordinate the 
Various facets of foreign economic policy en route to the decision- 
raaking level. 

He points out, as I am sure you know, that we now have a CEP that 
reaUy fills the first role, and as far as the STR is concerned, that 
office or operation has been substantially bolstered in terms of its 
capabilities. 

What would you say to that kind of comment ? 

Mr. Flanigan. Mr. Chairman, I would say that Mr. Bergsten's 
premises were wrong. That does not surprise me in that Mr. Bergsten 
Avas the Chief Economic Officer of the National Security Council, and 
I think he goes on to say that many of these responsibilities could be 
put back in the Chief Economic Officer of the National Security Coun- 
oil, and I recognize that perhaps he would have enjoyexi that more had 
tliere not been a CIEP to fulfill these functions. 

It, I think, can be suggested that part of the effectiveness of the 

STR today is by virtue of its relationship with the Council on Inter- 

Xxational Economic Policy, of which the STR is a member. We have 

^t^fciade a very strong point in our discussions with our trading partners 

«^ broad that we cannot treat trade investment and aid and monetary 

^riaatters separately, that there is a link that connects them all. In fact, 

"Vve have gotten into some very extensive debates on the subject. Obvi- 

J^^uslj^, we think our position is the right one, and we believe that there 

is a growing recognition of this link, and yet, clearly, the Special 

I'rade Representative has no authority, no position in the development 

^::fcf monetary affairs, investment rules, aid procedures^ et cetera, and to 

^xiggest that he could adequately develop, even, for instance, the cur- 

X^ent trade bill, without some input, some overall coordination in this 

tiroader area, I think is inaccurate, and it was for that reason that the 

Xe^slative steering group which had the responsibility for drawing up 

"t^liis bill rested in CIEP. STR was a vital contributor to the policy and 

"fche substance of the bill, and in the trade area clearly had most of the 

Expertise, but it alone, by itself, would not be enough. 

^ So I would suggest that the argument that the STR can do this 

"Job is incorrect. 
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Second, with regard to the Council on Economic Policy, that Council 
is essentially the Assistant to the President for Economic Affairs and 
three staff men. They have the same overall responsibilities for matters 
handled in detail by the Cost of Living Council, the Council of Eco- 
nomic Advisers, and the Council on International Economic Policy. 
The CEP could not possibly handle all the functions of the CIEP 
unless all of the staff and all of the responsibilities of the Council on 
International Economic Policy were recreated in the Council on 
Economic Policy, and logic would then suggest that all of these otJier 
functions for which the CEP has responsibility — ^those held by CLC 
and CEA — also be recreated in the CEP, so that second premise of 
Mr. Bergsten's argument, in my view, is entirely inaccurate. 

Finally, obviously, I believe that his comment that we have not 
filled the role for which we were created is incorrect. I have tried to 
enumerate the activities for which we have had responsibility and in 
which I think we have made a contribution. I will admit that there 
are, certainly, blemishes on the record. With regard to investment, 
not enough has been done, and we are working on that. The same is 
true with regard to development assistance. We are working on that. 

But I would suggest that the very significant steps that have been 
taken in the international economic arena are, to some large extent, 
the result of the contributions by, or the leadership of, the CouncU on 
International Economic Policy. 

Mr. Ashley. Well spoken. One might almost think that you had 
an interest in it. (General laughter.) 

Mr. Ashley. Mr. Rees? 

Mr. Rees. About 2 weeks ago during our preliminary hearings, we 
had a gentleman here from the Boston Consulting Group, which I 
believe is imder contract to an agency of the Japanese Grovemment, 
to do economic surveys, both of our economy and, I suspect, also of 
the Japanese economy. In his testimony, he discussed at length the 
planning process of the Japanese Government, which is closely tied 
to its equivalent of the Federal Reserve Board, the Bank of Japan. 
He described how they projected, not just a year in advance, but 10 
or 15 years in advance, what the problems of the Japanese economy 
would be, what types of industry would be phased out because of 
higher wages, and the tendency to go into less labor-intensive indus- 
tries. Once a plan was developed, then there was a very strong co- 
operation between the Government and the Bank of Japan in allo- 
cating credit to those industries that they wanted to push so they 
Avould be in a more favorable competitive position down the line. 

Also, very comprehensive programs were developed to phase out 
industries, such as the textile industry, in which the labor was in- 
tensive, and to recapitalize these industries to enable them to go into 
another area. 

All of this was done by means of long-range planning, and it seems 
that they have been very successful at this. I was wondering if it might 
1)0 possible for your agency to start doing this and to publish the 
analysis in your report. It will be quite a job to look at a trillion- 
dollar economy, 210 million people, and millions of businesses, but 
it seems if we could do this, and start our restructuring now, we would 
\)c in a far better position do^^^l the line to figure out our competitive 
position and our future. 
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I tend to think that we have been lucking out a little bit lately. 
The $11.8 billion deficit does not worry me that much, because most 
of it, I think, or the increase, will be devaluation. But we have been 
lucking out because of the great demand for raw materials and agri- 
cultural products overseas. 

But I was wondering if it might be possible to include as an 

addendum to your report — a chapter on future projections. I suspect 

that if we ever had any advanced structure, then we would have to 

change the law. For example, the Federal Eeserve, I think, should 

be far more active, but I have tried amendments on that and know 

the Federal Reserve does not want to be any more active than they are 

today. I find in many countries that the Federal Reserve has the 

ability to allocate credit as a dynamic institution — ^the essential banks 

in these other countries. 

It would mean perhaps a more centralized approach to structuring 
of an economic system, and probably more of a mixed economy, but 
in looking at all of these factors, do you think that you could start 
doing this and come up with a preliminary report ? 

Mr. Flanigan. Mr. Congressman, we can certainly look at it, and 
We can certainly address ourselves to that question in our next report. 
I think that outside of the degree of independence of the Fed that it 
?^gg6sted in this kind of approach, that you are right. There is here, 
in a large sense, a question of what kind of a system do we have, what 
kind of economy do we have, to what degree is it a centrally planned, 
centrally guided economy. There is no question about it, that the 
Japanese have been enormously successful by virtue of their ability 
to direct resources in a major way toward preselected areas of their 
economy; but I think that one has to recognize that they started from 
a different base. I think I mentioned at my last meeting here that 
only a dozen years ago their per capita income was 16 percent of ours. 
In the last 12 years, it has gone to 60 percent of ours, and what was 
a.ppropriate for an economy that was badly damaged in the war, and 
€L very highly disciplined people, may not be appropriate for an econ- 
omy that is in the full flower of its strength as this one is — for a people 
t:liat is as diverse as the American people are. 

We have in the past — and I am frank to say that I believe that 
^further studj of this would lead us to the same conclusion — ^believed 
tr^liat the decisions of our entrepreneurs, of our workers, of our imion 
Xeaders will create a more fruitful economy in the long run given 
"tr he level at which we start. But I do think we have been deficient in 
^t>ot at least looking at the areas of weakness that we have and knowing 
"ti^o a greater degree than we knew 2 years ago what the trends were in 
^inur economy. 

I think the virtue, the great virtue, of the Peterson report, was that 
it began that examination. It looked very clearly at the trends and 
pointed out the implications for continuing down those paths. I hope 
tihat there was a virtue in the report that we submitted in that it took 
■fche next step, not only updated that study but sug^sted the policies 
t;hat this administration proposed for dealing with it, and those were 
tx) reform the systems, the international systems, under which our 
businesses carry out their transactions. 

Now you are asking for the next step, the suggestion that we assign 
a governmental planning and implementation structure and determine 
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whether we think that would be good or bad for our economy, and I 
think we can certainly direct our attention to that, although I do 
think that there is a significant difference between the Japanese expe- 
rience and the one that would be appropriate for the United States. 

Mr. Rees. Oh, I agree with you ; but I suspect that we will be getting 
more like they are and they will be getting more like we are as the 
economies change. I find that the major units in the U.S. economy tend 
to be those in administered price areas, such as automobiles, steel. Low 
price is not determined so much by competition as by negotiation since 
most of these administered price industries are serviced by large 
imions that bargain generally on an industrywide basis, and the first 
negotiation usually defines what the rest of the negotiations will be. 
So in a way we have two different types of economies: We have a 
competitive economy and we also have essentially a kind of noncom- 
petitive economy. This is why I have always been for free trade, be- 
cause it certainly keeps the steel industry and the automobile industry 
and a few others honest. 

So I was wondering, with this sophisticated mixture — and I am not 
saying whether it is good or bad, because competition can be very 
d^ructive as well as creative — ^but with this subtle mixture and with 
the continuing change toward more and more conglomerates, larger 
and larger corporations, more assets concentrated with trends — for 
example, during the last 6 months, there has been a great deal of 
buying by major corporations of their own stock, which c'hanges the 
stock market in terms of stock available — with all of these charac- 
teristics being taken into consideration, can we try to project where wc 
are going with our economy in order to compete ? 

There is the problem in Detroit, for example, where Detroit cannot 
compete because it has its head in the sand while the Japanese come in 
with two automobiles that have motors whic'h qualify under the 1975 
air pollution standards. It is this kind of thing that worries me. Prac- 
tically everything that Detroit has done to benefit the consumer has 
been mandated by Congress : Seat belts, air bags, bumpers, whatever 
it might be, all the safety features. 

It is this mixture of government and business and these changing 
relationships that I think we have to look at. If we do not, we are going 
to find ourselves at a loss in our international markets and also in our 
domestic markets in competition. 

Mr. Flaxigax. My concern, Mr. Rees, is our ability to foresee here 
in the Government better than the imperfect vision of the people who 
spend their lives at a certain industry. Without trying to defend the 
automobile industry, my understanding is that in the last several 
months, the penetration of foreign cars has not increased, and ap- 
parently they are competing; prices have changed. 

At the time of the Peterson report, there was general acceptance 
and I also believed that consumer electronics was an area in which the 
United States could not compete — ^that we had to give it away. And 
yet I got a letter, which I perhaps read to you, from Joe Wri<B:nt who 
is the chairman of Zenith. Mr. Wright said that in 1970, their inter- 
nal projections were that by 1975, 75 percent of their production was 
going to l)e outside of the Ignited States. 

They had bought a plant in Hong Kong, they were looking at one 
in Taiwan, they were looking at another one across one of our borders, 
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and they had reduced their manufacturing work force by 4,000 
people. 

As of now, by viitue of just two actions by the administration, one 
an antidumping case and the other a change in parities, that situation 
is now turned around entirely. They have scrapped all of their pro- 
posals for further production facilities abroad, their domestic work 
force has gone up by 4,000 people, all of the increase in their industry 
has come from domestic production and they produced their 10 mil- 
lionth domestically produced color television set. 

Well, that was the result of working on the system within which 
Mr. Wright and Zenith and other consumer electronics people oper- 
ated. Had we at that time said, what should we do about the electron- 
ics industry, we probably would have said, well, we cannot ever com- 
pete in that. That is just going to get to the low labor cost countries. 
We have got to do something else. That was wrong. 

The same is time with regard to desk-top calculator tochnology 
which has moved to the point where the production of those units is 
coming back to the TTnited States, and I frankly do not think that the 
Federal establishment can get the expertise to look forward accu- 
rately in tliese aieas and manage as complicated an economy as ours. 

Mr. Rees. I am not saying "manage." I would say analyze, so that 
we at least know where we are going. I am glad Zenith came back, but 
I bet you that a lot of electronics manufacturers who went overseas 
because that was the thing to do probably could have produced just 
as cheaply here if there had been some type of program which operated 
on the prmciple, "well, this is a very marginal industry, so let's help it 
here so that it can continue to produce by doing some things down 
the line." We might have saved more Zenith plants and had more 
employment here. 

I am just talking about broad guidelines. I am an inde|>endent busi- 
nessman myself and do not like the Government telling me what T have 
to do, but I would certainly appreciate advice, for example, if they 
could perhaps project my product down the line for over 10 years. 

I would hope that in your report next year you might at least try 
to project ahead some broad guidelines. 

Mr. Flanigan. Mr. Rees, we will attempt to meet that and we will 
certainly turn our attention to it. 

Mr. Ashley. I am going to call on Mr. Blackburn, but before I do, 
let me say that I echo the sentiments of Mr. Rees. In 1980, our oil 
imports are going to be very critical, and they are going to have an 
impact on the kinds of economic activity that we are engaged in. 

What we are talking about is the ability of the private sector to 
make decisions based upon realities that can be foreseen, and must 
be foreseen. The Japanese are pretty good at this; they know what 
their international outlook is. This is reflected in the thinking of the 
Japanese businessmen. They are not at loggerheads, they are working 
together so that they can be responsive to a real situation that is 5 or 
10 years down the road, and it truly seems to me that we are going to 
have to face up to some very hard facts that are matters of both 
private and public responsibility. 

Mr. Blackburn? 

Mr. Blackburn. Thank you, Mr. Chairman. 

Mr. Flanigan, as I mentioned at your previous appearance, I find 
your statement as well as your report extremely helpful to the Con- 
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gress. I was going to ask you if CIEP was any relation to CRP, bat 
the chairman said that was not in order, and that being the <5ase, I 
yield the balance of my time. 

Mr. Ashley. Any time that Mr. Blackburn yields back the balance 
of his time after having asked only one question is a noteworthy oc- 
casion, and we join in your sigh of relief. [General laughter.] 

Mr. Brown. 

Mr. Brown. Thank you, Mr. Chairman. 

Mr. Flanigan, let me echo the sentiments of my colleagues, it is a 
pleasure to have you before us a^in. I am sorry that you had to make 
two trips on very closely related pieces of le^slation. 

I have before clarified the factual situation for the gentleman from 
California, but he chooses to ignore it, apparently ; being the closest 
thing to Detroit that there is on the subcommittee, I feel like I once 
again have to say that the difference between the Japanese automobile 
manufacturers and the American manufacturers as I understand 
it is that the Japanese basically have aimed their engines 

Mr. Ashley. Are you within 54 miles of Motor City ? 

Mr. Brown. I am a Michigander; you are an Ohioan. [General 
laughter.] 

You do not claim Detroit, and actually, you have never defended 
it yet. 

In any case, that the Japanese manufacturers have aimed for the 
19T5 standards. They, in effect, will have to come up with a whole new 
engine or a whole new system for the 1976 standards. 

The American manufacturers have felt that they have got to aim 
for the 1976 standards, and so therefore they cannot adopt a tempo- 
rary device to meet the 1975 standards. 

Now, I would be happy to have the gentleman from Calf ornia cor- 
rect the record, but I wish he would not make the record repeat the 
same erroneous statement. 

Mr. TtEES. I would be very happy to discuss this, since I wrote 
most of the air pollution control in California, and we have been deal- 
ing with Detroit for 15 years about trying to redesign the internal 
combustion engine. 

Mr. Brown. Mr. Blackburn suggested that if you wrote the law, 
that is the reason for the problem out there. 

Mr. Ashley. I suggest this particular debate be continued later. 
[General laughter.] 

Mr. Brown. Mr. Flanigan, your discussion of the Zenith situation is 
very interesting, because I remember when I came to the Congress in 
1967 there had been pending with Treasury a complaint about "dump- 
ing" of Japanese television component parts in the United States, and 
I do not think it was imtil 1968 or 1969 that there finally was action 
taken by Treasury on what appeared to be an absolutely unequivocal 
set of facts establishing dumping. 

I presume you are familiar with H.R. 5769, which has been the 
subject of the hearings before this subcommittee as recently as yester- 
day. The witnesses that we have heard have been concentrating on the 
problems related to price problems with hides, lumber, scrap metal, 
and agricultural products. 

It appears that we are faced with the problem in each of these areas 
where worldwide demand has driven up prices with some adverse 
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effects on our domestic efforts to control inflation. On the other hand, 
these higher prices have been welcome news, of course, to domestic 
producers of the products, and foreign sales do help alleviate the cur- 
rent balance-of -payments problem. 

The problem we face defined a policy, it seems to me, for determin- 
ing when expert control should be imposed to limit the effects of 
foreign demand on domestic price levels. Listening to the witnesses, 
you get the impression that the administration is insensitive to dila- 
tory in its appreciation of this problem. 

I am sure that you wll not concur in that statement, but I would 
like to hear from you just what that policy is at present; and may 
I supplement that by saying, Mr. Cook from Commerce yesterday 
said, and I quote from his statement, "The Department of Commerce 
now weighs three factors in assessing the need for short supply 
controls." 

"Is the commodity in short supply domestically, and under serious 
inflationary pressure, and are these conditions attributal to aibnormal 
foreign demand?" 

I questioned Mr. Cook, and I wish you would incorporate an answer 
to my question to him in your answer to me now. It seems that these 
things are subject to data, and that there could be almost an immediate 
appreciation of changes in the situation ; if you are using the three 
criteria. Why do we not use them with greater pertinence when the 
problem exists ? 

Mr. Flanigan. Mr. Congressman, the problem is to determine, for 
instance, if there is an increase in price, what is causing it? Is it 
truly exports which may have gone up, or is it domestic demand ? 

Let us take lumber, for instance. Almost all of the export of logs, 
I am told, comes from the State of Washington, and the mills in the 
State of Washington, I am told, are operating at least two shifts and 
therefore they are busy, they could not cut more logs— perhaps they 
could go to a third shift, but the fact of the matter is that lumber 
in Tennessee has gone up at a greater rate, its price, than has the 
lumber in Washington. And logs are not fungible in that sense. 

Also, it is the question, it seems to us, is whether there has been a 
change in the market, in the international market, by virtue of other 
sources of supply drying up, which is not the case in logs. As a matter 
of fact, as I understand it, plywood is now down 25 percent from 
its high, so that the demand in this country has at least slowed to 
the point that some lumber products are no longer at the level that 
they were when this log problem came up. 

Let me assure you that we are not insensitive to this problem, T\'e 
are concerned about the lumber and steel scrap and all of the other 
subjects that you have mentioned, but we do believe that in many 
of these instances the users think that they are facing a imique situ- 
ation which only controls can cure. 

Four times in the last decade, steel scrap prices have been higher 
than they are now. With regard to hides, we did — we certainly were 
not dilatory; we imposed under authority then extant, export con- 
trols, and just about the next day the Congress came along and re- 
moved those controls and said that we should not have done that, and 
in fact made it very difficult for us to reimpose them. As a matter 
of fact, the Congress may have been right. I note that hides are cur- 
rently off 30 percent from that high level. 
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The other aspect, of course, from these discussions is that we are 
trying to increase our exports, and we would like to become a perma- 
nent source in certain of these areas where we have an exportable sur« 
plus, a permanent source of goods. If we do not sell logs, then pre- 
sumably the Japanese industry can develop another source, perhaps 
in Soutiieast Asia, and that export will be lost to us and that opportu- 
nity to do something about our deficit in trade would be diminished. 

But I would point out in lumber, prices are coming down, not enough 
yet, in our view, but they are moving down. In hides, they have moved 
down significantly. 

They are still pretty close to the top in steel scraj), but they have 
been higher, four times in the last decade, so there is a judgmental 
factor as to where, when, and to what extent, we should impose export 
controls and inhibit the international free market in these areas, 
when our overall thrust is to get a more open and equitable trading 
world. 

Mr. Brown. The problem I guess we have, Mr. Flanigan, is that — 
once again referring back to Mr. Cook's statement — ^is Siat although 
the lumber problem has been going on for some time, according to 
Cook's statement yesterday, it was not until March 26 that the Cost of 
Living Council decided to investigate the problem in greater depth. 

Mr. Flanigan. I think — I am not sure about the (>)st of Living 
Council, but I was under the impression that CIEP and the Secretary 
of Commerce 

Mr. Brown. Well, Mr. Cook's statement just says that the — on 
March 26, the Secretary of Agriculture announced that an interagency 
team to assure an annual production and so forth, and that the Coimcil 
would hold public hearings. 

Mr. Flanigan. But before that we had acted and done two things. 
We have, as perhaps you saw in today's paper, convinced the Japanese, 
or gotten Japanese agreement to moderate their purchases, the last 
half of this year, so they will be some 14.8 percent below the same 
period of last year, and we have prevailed upon the Department of 
Agriculture to increase the supply. 

We think those things together with some slowdown in the ex- 
traordinarily high buildinff rate have caused this decline that we see be- 
ginning, and we hope will continue at least for a little while, in the 
cost of some lumber products. 

Mr. Brown. Of course as I pointed out yesterday, it just seems to 
me that it has been the amount of the attention that the Congress 
has focused on the problems through its hearings and so on, that 
coincidentally has prompted improvement in the price picture. 

In 1009. we had tne same problem on lumber. We held nearings, and 
all kinds of drastic action was contemplated, and all of a sudden the 
price's came down, and now we have started again this year, and now the 
prices are going down, and as I told Mr. Cook, I'm sure this is only 
coincidental, there is no causal relationship. 

Mr. Fr.AxioAx. I have been aware of some congressional hearings 
on food, Mr. Congiossman, but I haven't noticed that eSoct, 

Mr. Brown. You are quite right. What you are saying I guess is 
the same thing Mr. Cook said yesterday, and that is even though the 
three criteria that are presently used are subject to raw data, and by 
proper weighting and so on, you could produce a formula whei-e there 
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would be a triggering device for limitation of exports, tliat you think 
this would be a bad policy. 

Mr. Flanigan. Yes, sir. We think we should continue to apply a 
judgmental factor as to what is causing it, and how else can we get 
at it ; perhaps by restricting demand or by increasing supply. 

Mr. Brown. Thank you very much. 

Mr. Ashley. Mr. McKinney. 

Mr. McKinney. Mr. Flanigan, it is good to see you. I was going 
to suggest in a clever way that maybe the reason the price of lumber 
is going down is that homeowners who went down to buy a sheet of 
plywood a few weeks ago, gave up in shock and forgot the idea. 

It is possible, I think, to buy a finished bookcase from a furniture 
company cheaper than it is to build one in your own room with a piece 
of board. 

One thing that disturbs me — I was a little disappointed in the 
President's energy message. It seemed to me that a message that should 
have been crying crisis, really didn't. Throughout this discussion on 
the balance of trade, we are talking about television sets and cars, bi- 
cycle tires, items which when compared to the energy future of this 
country reminds me of someone trying to shovel out the Alps with 
a small snow shovel. No matter what you decide on the balance of trade 
right now, the impending dependency of the United States on foreign 
sources of fossil fuel, particularly since most of our agreements will 
terminate in 1975 and 1976, indicates that economic blackmail will be 
practiced at an extraordinary rate, and that we are facing a balance of 
payments crisis such as this country never even dreamt of. 

What is the administration doing to face up to what could be 
an aggregate slippage of $125 billion or $130 billion by the mid- 
1980's? 

The gentleman from California raises a most important point. En- 
vironmental regulations, which I am sure will be met by Detroit, are 
going to aggravate our energy situation. 

"Wnat is going to happen in 4 years when most of the cars on our 
roads are built from 1973 on, and will double their individual con- 
sumption of fuel, which is just about to be happening. 

It was interesting to me — ^just to give you some more background 
on this — ^to talk to one of the directors of Volkswagen America. A 
Beetle, if you can believe it, costs $3,000 in this country now. A Super- 
Beetle at that price is certainly not an economy car any more — ^yet 
he thinks the sales are going to go up like they have never gone up 
before in the history of Volkswagen, for the simple reason that Ameri- 
cans aren't going to buy gas guzzlers when gas costs 85 cents a gallon, 
or $1.05 a gallon, in the not too distant future. 

So after that long discourse, I guess my question to you is just 
what are we going to do about it ? 

Mr. Flanigan. Well, let me start on the Volkswagen, which is at 
that price, and what it does to their sales, as part of a result of our 
overall approach to international economic problems. 

He may think that the sales are going to go up, but before the last 
increase in price last year they went down, and a substantial portion 
of the Volkswagen dealers had anything but a good year last y •. I 
understand the EPA tests some of our cars, such as the "Pint^ ^ 
costs less and does better, and certainly is no gas gus er. 
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to the energy problem, I must say, with all respect, Mr. McKiimey, 
I thmk the President's approach was exactly the right one. 

This is an energy challenge, not an energy crisis. By examining 
this accumulated outflow, without for a moment suggesting that it 
is correct, let us look at it in terms of our total problem and our total 
potential. 

This year we are going to increase our imports probably a billion 
dollars. But our total imports are in the vicinity of $50 billion — ^that 
is 2 percent. Even if your $125 billion figure is right, and I dont 
for a moment think that it is, I think that our cumulative exports 
or cumulative imports between now and the mid-1980's is somewhere 
in the $800 billion range. 

So it is not beyond the realm of possibility. There are two premises 
to this concern, about the effect of energy imports on our international 
economic system that I think are inaccurate. 

The first is that we are going to be so enormously reliant on im- 
ported ener^ — let's look at where we are now. Thirty-six percent of 
our energy is in oil, and of that this year, perhaps a third will be im- 
ported, so that is 15 percent of our energy that will be imported, and 
of that, something like a half comes from this hemisphere. 

Certainly we are going to have to pay for it, but nevertheless, we 
are talking about then 7 percent or something from the Eastern Hemis- 
phere, if we can build the Alaskan pipeline, about the same amount as 
we currently are projecting that we will get this year from the Middle 
East we could get from Alaska, and we have proposals with regard 
to developing our other indigenous sources of energy : Coal, gas, oil, 
that are acceptable alternatives to this heavy dependency, that goes 
along with a figure of something like $120, $125 billion aggregate costs. 

Now, the other, it seems to me, misconception that that concern is 
based on is that an energy-poor country is of necessity in a deficit trade 
position, or a deficit balance-of -payments position. 

The fact is that the European community, and Japan, to a greater 
degree, both are very heavily reliant on imported energy from ihe 
Middle East. Both have surpluses in their trade account, and sur- 
pluses in their balance-of -payment account. The question is, do we have 
a system that allows us to be in balance when we have to import that 
raw material, or another raw material ? 

It is my view that the system which we are proposing to create, tJbe 
monetary and trading and investment system is such that we will be 
in balance : that if we are dependent, to whatever degree, on imported 
raw materials, the cost of that to some extent will come back as a re- 
turn on our investments there. 

Some of it will come back in terms of owning the transportaticm 
system. Some of it will come back in the form of investment in this 
country, a matter that we have talked about already with those 
countries. 

So that, with all due respect, I do think that the President's pro- 
posals, which look toward maximizing imder a free market system, the 
dovolopment of our own domestic resources, and maximizing new 
ii'rinei y capacity here which has been spectacularly successful — an- 
otlior ^00 million expansion was announced today. 

We are talking with some people who are interested in building* 
refinery in New England, and we believe that these proposals will al- 
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low us to meet this challenge in accordance with our free market sys- 
tem ; and to the extent that they increase the price of gasoline, then 
people will be less inclined to buy the gas guzzlers, and hopefully the 
Pintos rather than Volkswagens. 

Mr. McKiNNEY. Well, I hope so. I drove down to Washin^on last 
week in a 1967 Plymouth, and I thought there was somethmg very 
peculiar about the trip ; and I suddenly realized, I made the trip on 
one tank of gas, whereas in my car it takes two, and mine is a new Ford. 

I hope you are right, but it nevertheless bothers me. We look for- 
ward to our wheat sales to Russia ; but I get the feeling that the Rus- 
sians are looking forward with great glee to the day when their refrig- 
erated tankers, are going to be roaring across the ocean with the gas 
we are going to need in places like Bridgeport, Conn., for instance. 
So that on a cold day they don't have to close down factories because 
we can't pump enough gas into them to keep them going. 

Mr. Flanigan. Well, Mr. McKinney, we are talking about that gas 
from Russia, and I understand the price is somewhat around $1.50 
a thousand cubic feet. That is at the city gate. 

It currently costs us about a quarter to transport gas from, say, the 
gulf coast to the city gate of Bridgeport, so the equivalent price at 
the gulf coast would be a dollar and a quarter. 

Yet under current legislation, the FPC regulates that price down 
there at the 35- and 45-cent level per thousand cubic feet. 

Now surely new gas would be stmiulated by moving the current price 
somewhere toward that price for imported LNG, and that is one of the 
proposals the President has before you, and I hope that the Congress 
would recognize the need to stimulate the domestic production to make 
more gas available, and cheaper gas available, so that we don't have 
to go to these very expensive alternatives. 

Mr. McKinney. One last question, and I don't mean it to be facetious 
at all. 

Under this new structure, two things interest me. I would like to 
know where you would be ; and number two, I am always amazed at 
Secretary Shultz' ability to keep several different irons going at the 
same time. It seems to me that we are giving him another job, when 
he already — at least in my opinion, and I think to others on Capitol 
Hill — has too many anyway. 

Mr. Flanigan. Well, Mr. Chairman, I share your admiration and 
-amazement for Secretary Shultz' capacity, but as a matter of fact, 
you wouldn't be giving nim another job because he already has that 
other job, as appointed by the President, as Chairman of the Council 
on International Economic Policy. 

There it is. The question is, can Mr. Shultz be given the opportunity 
to get rid of most of that additional load by having a Council on 
International Economic Policy to do the work, and that is what we are 
doing — having an assistant to the President who is managing that 
portion of his overall responsibility. 

A denial of the existence of the Council on International Economic 
Policy would in fact put a great deal more burden on Secretary Shultz, 
so I would think tliat in Tine with the concern that he not be over- 
burdened, and I think his letter — I hope a copy of it went to you, and 
I'll see to it that it does — a copy of his letter to Senator Stevenson, 
would indicate his belief that this is a necessary mechanism for manag- 
ing international economic policy. 
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Mr. McKixxEY. Tlumk you very much. 

Mr. Ashley. Mr. Frenzel. 

Mr. Frenzel. Thank you, Mr. Chairman; and thank you, Mr. 
Flanigan. 

I guess I, too, get nervous about the Secretary of the Treasury wear- 
ing too many hats. But I hope that — as you have explained it — ^he will 
be able to make ^ms choice a little easier. 

How about tjie relationship of the Special Trade Representative? 
It has been discussed here a little bit, but it isn't quite clear to me. 
Does the STR report to you or to Secretary Shultz, or does he still 
have a direct line to the President ? 

Mr. Flanigan. Well, Mr. Frenzel, he has in fact all of those lines, 
and this does not change his reporting procedure. I think in consider- 
ing Special Trade Representative, it is worth reviewing the way that 
office was created. 

In 1962, the Congress undertook to dii-ect the President in the Trade 
Expansion Act, to create the office of the Special Trade Representative, 
and they gave him the authority incidentally to put it anywhere he 
wanted in the executive branch. The President, President Kennedy, 
could have put it in the State Department, the Commerce Department, 
or the Treasury ; though I am told that the legislative history indicated 
that the Congress believed it should have been in the Executive Office 
of the President. 

There was no Special Trade Representative at the time. There was 
no Council on International Economic Policy at the time. 

When this Council was proposed by the Ash council, the proposal 
included the merger of STR and CIEP, and the reason is that the 
legislation creating STR talks about trade policv in the same way that 
we have a responsibility for policy for trade investment, monetary, 
et cetera. 

The anomaly that is created is that we now have in the Executive 
Office of the President two mechanisms, both of them have a respon- 
sibility for trade policy, both of them therefore no matter how closely 
Bill Eberle and I cooperate, have some staff devoted to this area. 

We think that it is inappropriate that there should be two such 
staffs, and that we could work in closer harmony if we put the two 
organizations together, and certainly we could hear some of the con- 
fusion that exists as to who is doing what to whom with regard to 
economic policy in the Executive Office of the President. 

Tender the curi-ent setup, the STR reports to the President through 
the CIEP. and he would continue to do so. He is a member of the 
CIEP. lie has had, and would have, an independent life as the STR, 
he would be a confirmed Ambassador, and he would have the respon- 
sibility for carrying on the negotiations for tlie President, but he 
would also have the responsibility for trade policy as part of the 
CIEP: and as under the proi>osed legislation, either Dii-ector or Dep- 
uty Director of the CIEP. 

Mr. Frenzel. Is that the anticipation, that he will be the Deputy 
Director? 

Mr. Flanigan. That is the anticipation, as well as the STR. 

Mr. Frenzel. I thank you very much, and inasmuch as all the other 
subcommittee members have imposed on the 5-minute rule, I think I 
will play the exception and yield the balance of my time. 
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Mr. Ashley. I would like to ask a question that is collateral to that 
of ilr. Frenzel. It seems to me that there is a prospectively anomalous 
situation which may arise thix>ugh Presidential action, described in 
the Executive communication requesting continued authorization for 
the Council. 

In that commimication, from Mr. Roy xVsh, Director of OMB, to 
Speaker Albert, it is indicated that^ through administrative action, the 
functions on the staff of the Special Representative for Trade Negotia- 
tions will be brought into a closer relationship with the Council — the 
Special Representative will receive his instructions from the President 
through the Council and its Executive Director. 

Now, under existing law, the Special Representative is a member 
of the Coimcil, wliile the Executive Director is staff to the Council 
and not a member. With the proposed change in tlie relationship 
between the CIEP and the STR, we would find a member of the 
Council receiving his instructions from a staff director. The STR, of 
course, is confirmed by the Senate, as is the prospective CIEP Chair- 
man, Mr. Shultz, while the Executive Director of CIEP is not. Does 
this cause any confusion or difficulty ? 

Mr. Flaxigax. Yes, I think it very well might, and I am inclined 
to think that the Executive Director should also be a member of CIEP, 
particularly if he is a member of the Council on Economic Policy. 

In fact, it had been my understanding — I had seen that anomaly, 
and I thought that had been changed in our proposal. 

Mr. AsHUEY. Which proposal ? 

Mr. Flax^igan. The administration proposal for renewed Council on 
International Economic Policy. I understand that it had been pro- 
posed that the Executive Director also be a member of the Council. 

This is a shortcoming that should be cured, and we will undertake 
to request that that request be made of you, Mr. Chairman. 

Mr. Ashley. You might do that, not that it's apt to escape our atten- 
tion, but I think it would be well for the record if you would care to 
submit it. 

Mr. Flanigan. Yes, sir. 

Mr. Ashley. On page 2 of your statement, you sajr, we must insure 
that each international economic decision is viewed in the context of 
the interrelationship between monetary, trade, and investment policy. 
This, of course, follows from the findings expressed in the International 
Economic Report of the President earlier, which states, and I'm 
quoting : 

Current international economic institutions also failed to reflect fully the intri- 
cate relationship between trade and monetary matters. Breakdowns in the mone- 
tary system can make trade and investment transactions more diflacult and costly. 
Trade barriers, in turn, have vitiated the effectiveness of currency. adjustments. 
Various Grovemment investment practices have produced distortions in trade 
patterns. Despite these interconnections, international rules and procedures have 
generally treated each type of transaction separately. 

You allude to this, of course, in your testimony. 

"The International Monetary Fund" — he goes on — "oversees inter- 
national monetary moA'ements. The General Agreement on Tariffs and 
Trade is responsible for trade regulations while investment procedures 
are unattended or scattered through several other international institu- 
tions," says the President. 
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Now, I am curious as to just how CIEP is dealing witi these inter- 
relationships between trade, money, and investment. 

Mr. Flaxigax. Mr. Chairman, let me go through with you the way 
in which we have developed, to date, our policies in these areas, and 
I think that that will indicate the way id which we assure an inter- 
relation in our consideration, and in our policy decisions. 

Monetary problems or monetary policy has traditionally been han- 
dled in the Treasury, in the Volcker group, which is an imder secretary 
level group has been set up for many years to make proposals in this 
area. And when CIEP was formed, it was contemplated that the Volck- 
er ^oup would continue to be one of the permanent interagency groups 
which would contribute in this wav. And it has continued its work, 
and does continue to make, to do the studies and to make the policy 
recommendations. 

It recommends to a small number of cabinet level officers, who corre- 
spond to the executive committee of CIEP. In this instance, obviously 
the Secretary of the Treasury, the Secretary of State, the Chairman 
of the Council of Economic Advisers are brought in, of course, in this 
area, the Chairman of the FED, and the Director of CIEP. 

And we met constantly, as indicated in my testimony, to develop 
the initiatives that were put forward last September at the TSIF 
meeting for a reform of the monetary system, and have continued 
that effort. 

If you will recall in February, when Secretary Shultz announced 
the second parity change, that that group joined with him in the an- 
nouncement in the same way ; and m this instance, an ad hoc inter- 
agency group prepared the proposals under the leadership of CIEP. 
In this instance, we didn't just monitor the interagency group as we 
did in the case of money, where a member of my staff was on the 
Volcker group ; but with regard to trade, we chaired the group, but 
it was an interagency group and members of all of the other relevant 
agencies were on it--developed proposals, and those proposals were 
then put to the Executive Committee of CIEP. 

And again, Treasury, State, Labor, Commerce, Agriculture, CEA, 
0MB were present and those policies which resulted in the Trade 
Reform Act of 1973 were brought forward. But you can see the over- 
lap there of the people who dealt with both money and trade. 

With regard to OECD, we are much less far along on investment. 
We are much less far along, and I indicated, we are probably delin- 
quent in not having moved faster and further. 

Mr. Ashley. How is that going to be set up ? 

Mr. Flanioax. Again, that will be an interagency group, because 
of the breadth of the agency interest and responsibilities. It would 
rjrobably be chaired by a CIEP staff member, and the recommenda- 
tions brought to the Executive Committee of CIEP. 

And essentially the same players will determine whether or not 
those I'ccommondations are in conformity with our proposals in tlie 
monetary and tlio trade fiold. 

Mr. Ashley. Xow, would Secretar\^ Shultz sit in on that, or would 
the recommendations of the CIEP staff then forward those to Secre- 
tary Shultz and CEP for independent consideration? 

Mr. Flanioax. In this instance, the interagency working group 
would certainly be well reprosecuted from Treasury. And if they came. 
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they would come to CIEP and Secretary Shultz, assuming he is 
Chairman of CIEP, as proposed in this legislation, would chair the 
meeting at which those decisions were made. 

As the Executive Director, I no doubt would put them forward, and 
we would discuss the pro's and con's. And presumably, if the short- 
coming which you brought to my attention were cured, I would have 
a vote. 

So, though we start with three different committees, interagency 
committees on all of these, they all come together at the CIEP Execu- 
tive Committee level. 

Mr. Ashley. Well, I didn't understand that the Volcker group 
resulted in a meeting at the CIEP level. It sounded to me as if those 
recommendations went directly to CEP, on which you said that they 
did not reflect themselves in the considerations of CIEP, except infer- 
entially. Policy having been established by CEP, CIEP of course 
would be present, privy to that, and would act accordingly. 

Mr. Flanigan. Well, Mr. Chairman, first in the Volcker group, 
there's CIEP representation; second, when most of this was beinsr 
carried out in the summer and fall of 1972, there was no CEP, and 
the meetings that took place, the Cabinet level group that discussed 
it — again, imder Secretary Shultz' leadership — was lu fact the kind 
of executive committee of CIEP, that would deal with these problems. 

And as I suggested, the makeup of that group, the makeup of the 
CIEP 

Mr. Ashley. Well, how do you distinguish between an executive 
group of CIEP and an executive group of CEP? They are the same 
players, aren't they? 

Mr. Flanigan. It would depend on — well, I'm not sure that the 
CEP has ever in fact — ^in fact, I don't believe the CEP has ever es- 
tablished an executive committee; so I distinguish it by lack of 

Mr. Ashley. Except on an ad hoc basis depending on their par- 
ticular problem. 

Mr. Flanigan. Perhaps. I am not aware of it operating on that basis. 
They do operate through ad hoc groups, and I don't know if any of 
those would be called an executive committee. 

But essentially the same people meet at a cabinet level to determine 
the policy on international monetary affairs, international trade af- 
fairs, and international investment affairs. 

Mr. Ashley. Well, I'm a little confused, because it struck me from 
your testimony that what we were talking about as far as CIEP is 
concerned is essentially a reasonably strong staff arm to CEP with 
respect to trade matters. 

Mr. Flanigan. That's correct. But not at the suggestion that there 
be no coimcil itself. And of course, the proposal in the legislation be- 
fore you leaves the council intact. 

Now, you can make the point that it is hard to distinguish between 
a CEP Council and a CIEP Council, and I think that's correct. I 
think the distinction arises as much from the source of the recom- 
mendations as the substance of the reconmiendations. If they're inter- 
national economic affairs, it's the CIEP executive committee or senior 
review group or operations group that would handle them. 

Mr. Ashley. Well, just to be the devil's advocate, because obviously 
I'm strong for CIEP, whv shouldn't, on the basis of what you say, 
CIEP and CEP be merged"? 
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Mr. Flanigan. I think the answer to that is the point I tried to make 
before; there are a number of these kinds of cabinet level groups 
that act on specific area of responsibilities, other than CEP. And CEP 
in essence acts through these cabinet level groups. 

If you were to merge CIEP and CEP, you ought to merge the Cost 
of Living Council and CEP ; you ought to merge the Council of Eco- 
nomic Advisers and CEP; you ought to merge into CEP one other 
organization that I think CEP has operative responsibility for. 

But CEP is a concept which allows all international economic 
domestic 

Mr. Ashley. And really, as a council, isn't it really a council, in 
truth, only in name ? 

Mr. Flanigan. It has met on a couple of occasions. 

Mr. Ashley. Well, then it's met a couple more times than you recol- 
lected a moment ago. 

Mr. Flanigan. No. I don't believe I said that. As I said, I don't 
think it has met as a council on international economic affairs, and 
that is because those were taken care of in the Council on International 
Economic Policy. 

Mr. Ashley. Well, I believe strongly that the President should have 
the flexibility to establish coherent lines, particularly if he is asking 
for statutory authority ; the mechanisms that he feels are appropriate 
in such important areas as we are concerned with. 

My purpose in pursuing this line of reasoning, really, is to try to 
develop an ability to respond to questioning when this legislation gets 
to the floor. 

Mr. Flanigan. If I may, Mr. Chairman, I would like to submit to 
you and for the record these two letters which go directly to this area 
from Secretary Shultz to Senator Stevenson. 

Mr. Ashley. Yes. That wiU be helpful. I have not seen the letters. 
We can make them a part of the record at this point. 

[The letters referred to by Mr. Flanigan follow :] 

United States Senate, 
Committee on Banking, Housing and Urban Affairs, 

Washington, D.C., May U, 197S. 
Hon. George P. Shultz, 
Department of the Treasury, 
Washingtony D.C, 

Dear Mr. Secretary : I have your letter of May 11 concerning the relationship 
between the Council on Economic Policy (CEP) and the Council on International 
Economic Policy. Your letter will be made part of the record of our hearings on 
S. 1636. 

I would be most grateful if at your early convenience you would provide the 
Subcommittee with supplementary information on the following points : 

(1) Mr. Ash's letter of April 17, 1973, to Vice President Agnew states that if 
S. 1636 is enacted in the form submitted by the Administration, the President 
will appoint you Chairman of CIEP. In your capacities as Assistant to the Presi- 
dent for Economic Affairs and as Chairman of the Council on Economic Policy, 
yon are charged with the responsibility for formulating international economic 
policy and coordinating the activities of all Executive Branch agencies and de- 
partments pursuant to that policy. What functions not now performed will you 
perform if you become Chairman of CIEP? Are there functions you cannot per- 
form unless you become Chairman of CIEP ? 

(2) Subsequent to the creation of CEP earlier this year, a number of opera- 
tional interagency bodies on domestic and international economic questions 
were placed under CEP. Would you furnish the Subcommittee with a complete 
list of all such bodies, together with lists of agencies and individuals participat- 
ing in each of them? 
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(3) As you know, the National Advisory Council on International Monetary 
and Financial Policies (NAC), on wtiich you serve as Chairman, coordinates 
U.S. policy with respect to international financial institutions and federal in- 
volvement in foreign loans and foreign financial, exchange, and monetary transac- 
tions. In your letter of May 11, you state that you view CIBP as the interna- 
tional arm of CEP. Will CIEP share responsibility for those international 
economic policy issues over which NAC has jurisdiction under the Bretton 
Woods Agreements Act? If so, how will the responsibility be shared? If not, 
which issues of international economic policy do not fall under the jurisdiction 
of NAC? How can the expanded role of CIEP outlined in your May 11 letter 
be accomplished without overlajyping with NAC, downgrading NAC, or both? 

(4) In the event that the ofiice of the Special Representative for Trade Nego- 
tiations (STR) is merged with CIEP, will you, the Executive Director of CIEP 
the Special Trade Representative, or some other official have final authority 
to decide the following questions : 

(a) The contents of Congressional testimony presented by the Special 
Representative for Trade Negotiations or his Deputies ; 

(&) The contents of the budget request justifying appropriations to per- 
form the trade negotiating function ; 

(c) Whether to change the status of STR staff positions from their present 
civil service category to excepted status ; 

(d) Whether to hire, fire, or promote particular STR staff personnel. 

I regret that you were unable to appear at any of the Subcommittee hearings 
presently scheduled on S. 1636 and look forward to your early response to the 
foregoing questions. 

With thanks and best wishes. 
Sincerely, 

Adlai E. Stevenson. 

The White House 
Washington, May 15, 1973. 
Hon. Adlai Stevenson III, 
U.S. Senate, 
Washington, D.C. 

Dear Mr. Chairman : Thank you for your letter of May 14, asking for supple- 
mentary information with regard to the relationship between the Council on 
Economic Policy (CEP) the Council on International Economic Policy (CIEP), 
and the Office of the Special Trade Representative (STR) . 

At the outset I should like to correct an impression which the Committee 
may have gained from the hearings yesterday. I understand that at least some 
of the testimony indicated the reauthorization of CIEP was not needed and that 
the vacuum could be filled by the Council on Economic Policy and the National 
Security Council. This view betrays a fundamental misunderstanding of the 
current structure of economic policymaking in the Executive Office of the 
President. 

The Council on Economic Policy was created as a Cabinet level working 
group to coordinate foreign and domestic aspects of economic policy. It cur- 
rently has a staff of three people. Thus, for analysis of the policy options avail- 
able to the President as well as coordination of the activities of the more than 
60 agencies in the foreign economic field, the Council on Economic Policy is 
dependent on the CIEP staff. A refusal by the Congress to renew the authoriza- 
tion for CIEP would have a damaging impact on our efforts to achieve a co- 
ordinated foreign economic policy for the United States. 

The reason for a separate foreign economic staff in the Executive Office of the 
President are, I believe clear. Under previous arrangements, foreign economic 
policy has often been treated as a poor relation of foreign policy and national 
security policy. In the aftermath of World War II this approach was appropriate. 
However, the economic problems we confront today, here and abroad, no longer 
permit second-class treatment. Foreign economic problems must receive the 
same attention and expertise as national security and foreign relations mat- 
ters. Only then can the economic and national security con.siderations be appro- 
priately weighed by the President in making his ultimate decisions. Thus, of 
course, Henry Kissinger, Peter Flanigan, and I work closely together to ensure 
that the final options presented to the President represent a balanced reflec- 
tion of the many complex factors involved. 
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I should add the following comments about our proposal to merge the OflBkie 
of the Special Trade Representative with the staff of the Council on Interna- 
tional Economic Policy. We believe that it is essential to achieve one integrated 
foreign economiy policy staff within the Executive OflSce of the President. The 
existence of two separate foreign economic organizations within the Executive 
Office of the President, one with a broad foreign economic mandate and the 
other with a narrower trade focus, represents a serious anomaly. In addition, as 
Congressional and other observers have noted, it creates potential confusion as 
to the location of responsibility for trade policy as well as the possibility for over- 
lapping and duplicative staff work. 

Under our proposal, Congressional access to key international economic oflft- 
cials would continue as before. As you are awa^e, Peter Flanigan, William 
Eberle, and I routinely appear and testify before Congressional committees con- 
cerned with our re;spective areas of responsibility. Present and future occupants 
of these positions would of course continue this practice. 

With regard to your specific questions, I would reply as follows : 

(1) The purpose of my becoming Chairman of the Council on International 
Economic Policy (CIEP) is not to transfer additional responsibilities to me. In 
November 1972, the President designated me as the economic policy coordinator 
for the Executive Office branch and, jsubsequently, made me Chairman of the 
Council on Economic Policy (CEP). It seemed, therefore, appropriate that I 
assume the chairmanship of the CIEP as well. This change represents an at- 
tempt to achieve a coherent organizational structure rather than reallocation of 
existing responsibilities. The President would retain the power to designate some 
other member of the Council as Chairman when he deems that the circumstances 
warranted such a change. 

(2) Several interagency groups were associated with CEP after its creation. 
These groups are the Cost of Living Council, the Council on International Eco- 
nomic Policy, and the Oil Policy Committee. 

(3) The National Advisory Council (NAC) concerns itself primarily with 
U.S. participation in international financial institutions and the activities of U.S. 
agencies which engage in foreign financial transaction.8. Therefore, it is appro- 
priate that the focal point for NAC activities continue to be the Department of 
the Treasury. 

The Executive Director of CIEP, or his designated deputies, participate in the 
meetings of the NAC and thus contribute to and remain informed! of NAC policy 
actions. In addition, when there are issues which a member or members of NAC 
believe should be reviewed on a broader policy basis, such issues may be brought 
to the full membership of CIEP. Alternatively, there may be issues on which the 
CIEP would request a specialized study by the NAC. The NAC effort then becomes 
an input into the overall policy formulation by the broadly based CIEP. 

The existence of the CIEP makes the NAC more effective in formiilating policy 
since issues involving matters beyond the realm of finance can be brought to the 
CIEP for a comprehensive policy review. Such a review can then provide the 
broad framework within which the NAC can formulate policies in its more spe- 
cialized area. At the same time, because of the existence of the NAC, the entire 
CIEP does not need to become involved in detailed and intricate activities in 
the field of intemationial finance. 

(4) With regard to the authority over the matters raised in your fourth 
question, I anticipate that the final authority on most of them would rest with 
the Executive Director of CIEP with the exceptions noted below : 

(a) The content of Congressional testimony by the Special Trade Representa- 
tive would obviously be decided by him. However, his testimony, like that of 
other Administration officials, tjT)ically goes through the Office of Management 
and Budget (0MB) clearance process to make certain that it is consistent with 
overall Administration policy. That policy in the trade field will be established 
by the President, with coordination and advice from the CIEP. 

(h) With regard to the budget request for trade negotiations, this request 
would originate with the Specal Trade Representative and would be cleared 
with the Executive Director of CIEP. However, this request, like other depart- 
mental requests, must be submitted to 0MB for final inclusion in the Presi- 
dent's budget. 

(c) STR career staff members will not be deprived of their Civil Service 
status. 

(d) The Executive Director of CIEP would look to the Special Trade Rep- 
resentative for personnel actions affecting STR staff. Of course, in any single 
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organization the head of that organization must of necessity have the ultimate 
authority. 

I hope that the foregoing is responsive to your questions. We very much 
appreciate your thoughtful consideration of this important subject. 
Sincerely yours, 

George P. Shultz, 
Assistant to the President. 

Mr. Ashley. Mr. Brown ? 

Mr. Brown. I really don't have further questions, Mr. Chairman. 
I was just sitting here listening to you, and I've never been one for 
organizational charts. But I think it would be fascinating to look at 
the organization chart reflecting the lines of your most recent dis- 
cussion with Mr. Flanigan. 

Mr. Flanigan. I will make that available to you, Mr. Congressman, 
with pleasure. 

Mr. Brown. But as I understand it, you're saying, to a great extent 
the primary thrust of the problem, be it monetary, trade, and so 
forth; the problem to a great extent determines the alinement, the 
function, and the participation of the different councils, the Volcker 
group, the CIEP, and so forth. 

Mr. Flanigan. Exactly. 

Mr. Brown. So you would almost have to have a different organi- 
zational chart depending on the subject matter before you. 

Mr. Flanigan. Well, I think we could work it out for you, but I 
think it's clear that in a monetary discussion, when we are talking 
about monetary reform, in the proposal we are going to put before 
the group of 20, it is essential that Chairman Burns attend. And it is 
probably not important that Secretary Brennan attend. 

On the other hand, if we're talking about a trade bill, and particu- 
larly one in which a discussion of adjustment assistance is being 
brought up, then it's essential that Secretary Brennan attend, and it's 
not particularly appropriate that Chairman Burns attend. 

And while the core membei^s might be the same — ^Treasury, State, 
CIEP, CEA — in all of those, some portion of the membership of the 
attendees would vary depending on the subject. In the same way that 
the interagency subcabinet group that does the staff work would vary. 

Mr. Brown. I have no further questions, Mr. Chairman. Once 
again, Mr. Flanigan, thank you very much. 

Mr. Ashley. Do you have anjrthing further, Mr. Frenzel ? 

Mr. Frenzel. No. I have nothing further. I would like to thank Mr. 
Flanigan for his testimony and tell him he's almost becoming a regu- 
lar member of our subcommittee. 

Mr. Flanigan. It's a great honor to join so illustrious a body. 

Mr. Ashley. One question that I think will be directed to us is, 
^'Who can Congress look to as the administration's spokesman on 
day-to-day trade policy during what hopefully will be forthcoming 
negotiations, Flanigan or Eberle ?" 

Mr. Flanigan. Mr. Eberle will have responsibility for trade nego- 
tiations, as the STR. He will also have the responsibility for the 
development of trade policy, as the deputy director of CIEP for trade. 
And you could look to him, if you wished. It also will be part of my 
overall responsibility, and it is on that note, of course — on that basis 
that I testified before Ways and Means on the Trade Reform Act, and 
you could look to me as well ; you could have your pick, or you could 
have us both. 
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Mr. Ashley. Chances are there would be no difference. 

Mr. Flanigan. There certainly would be no difference. 

Mr. Ashley. Mr. Flanigan, we are very much obliged to you for 
your time, and we'll take under consideration whether we should pre^r 
vail upon you next year or not. But in any event, we're very happy to 
have had you here this year. 

Without objection, the statement of Mr. Roy L. Ash, Director of 
the Office of Management and Budget, before the Subcommittee on 
International Trade, will be submitted at this point in the record. 

[The statement of Mr. Ash follows :] 

STATEMENT OF ROY L. ASH, DIRECTOR, OFFICE OF MANAGEMENT AND BUDGET 

I welcome this opportunity to present this statement concerning H.R. 7687, a 
bill "To amend the International Economic Policy Act of 1972." 

The appropriate organization of the Government for international economic 
policy is a matter of great interest to me as Director of the Office of Management 
and Budget. In this position I am responsible for making recommendations to 
the President on issues of this kind. But even before assuming this office, I had 
direct involvement with this subject as Chairman of the President's Advisory 
Council on Executive Organization, which, in 1970, reported to the President on 
its study of organization for foreign economic affairs. 

The Advisory Council found that a large number of organizations had grown 
up in the executive branch through which the Government had sought to deal 
with specific aspects of foreign economic affairs. Even so, there were gaping voids 
in the policy machinery. There was simply no entity of government, except the 
President himself, that could examine the whole complex of foreign economic 
policy issues for consistency and for harmony with United States interests 
abroad and with programs at home. And when we viewed the future challenges 
in foreign economic policy — ^the Nation's evolving concerns with world trade, 
foreign investment, monetary affairs, development assistance, and related func- 
tions — we concluded that the fixing of a top-level focal point to assist the Presi- 
dent on these matters was imperative. 

The Advisory Council examined a number of organizational alternatives. 
First, we looked into strengthening some existing organization to serve as the 
needed focal point. We studied alternatives that would have built this responsi- 
bility into the National Security Council, the Council of Economic Advisers, the 
Offi<?e of Management and Budget, the Commerce Department, the State De- 
imrtment, and the Treasury Department. But in all cases we found that, while 
each of these organizations had vital responsibilities of its own, the addition 
of the lead role for helping the President on foreign economic policy had more 
drawbacks than advantages. 

So we recommended establishment of an Office of International Economic 
Policy in the Executive Office of the President and said that the Office should 
be guided by a Cabinet-level Council on International Economic Policy. It was 
our recommendation that the Office of the Special Representative for Trade 
Negotiations be a key part of the proposed Office of International Economic 
Policy and that the Special Trade Representative be retained and function in 
that office. In general, our Council visualizeii the resulting organization as stand- 
ing alongside the Domestic Council and the National Security Coimcil as a third 
policy-formulating body in the Executive Office of the President. 

I believe that report provided a sound analysis of the organization problem, 
both then and today. I am gratified tliat the President and the Congress have 
made progress in bringing about the kind of solution recommended. 

As you know, in January 1971 the President established the Council on Inter- 
national Economic Policy and Its staff, and appointtul Mr. Peter Peterson to head 
the Council's staff. Since that time, the staff has come to perform in much the 
same manner as was proposed for the Office of International Economic Policy 
in the Advisory Council's report. In July 1071 Mr. (ieorm» Shultz, thcvi the Di- 
rector of the Office of Management and Budget, transmitted to the Congress a 
proposed bill to authorize appropriations for the Council and the direct ap- 
IX)intment of staff. Because of the lack of those authorities, the personnel of the 
st^iff at that time had been detailed from the member agencies. The Congress, 
after a great deal of consideration, enacted the International Economic Policy 
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Act of 1972, which provided the necessary authorities and i)ut the Council on a 
statutory basis through June 30, 1972. When Mr. Peterson became Secretary 
of Commerce, Mr. Peter Flanigan became Assistant to the President for Inter- 
national Economic Affairs and was designated to head the Council staff. 

Now, after several more months of experience with this top-level mechanism 
for reviewing and formulating international economic policy, the President and 
other officers in the executive branch are thoroughly convince rt of the importance 
of the Council in our policy machinery and believe it should i.e given continuing 
statutory status. Accordingly, on April 17, 1973, I transmitted to the Congress an 
Administration bill that would authorize appropriations for the Council on an 
indefinite basis. 

One other amendment to the International Economic Policy Act is proposed in 
that bill. Under it, the President would be relieved of statutory membership and 
chairmanship of the Council and would be authorized to designate the chairman 
from among the members of the Council enumerated in the Act. This change is 
proposed to take into account developments since the 1970 report of the Advisory 
Council on Executive Organization. The President, as you know, established in 
early February of this year an overall Council on Economic Policy, chaired by 
Secretary of the Treasury Shultz, who is also Assistant to the President for 
Economic Affairs. That Council is charged with reviewing and advising the 
I*resident on all economic issues, domestic and international. Thus, when the 
amendment is enacted, the President intends to designate Secretary Shultz as 
the Chairman of the Council on International Economic Policy. This step will 
formally clarify the relationship between the two Councils. 

As I also indicated in my April 17 transmittal letter, once the Council on Inter- 
national Economic Policy is given a continuing statutory basis, the President 
intends to take the administrative steps necessary to bring the functions and 
staff of the Special Representation for Trade Negotiations into a closer relation- 
ship with the Council. The Special Representative, Mr. William Eberle, performs 
the important duty of serving as the chief representative of the United States in 
trade negotiations and plays an important role in policy formulation. Under the 
planned restructuring, he will continue to perform all his functions as set forth 
in Sections 241 and 242 of the Trade Expansion Act. He will receive his instruc- 
tions from the President through the Council and Its Executive Director. This will 
assure that trade negotiations will be closely knit organizationally with other 
related aspects of international economic policy. 

In my view, all these steps will result in an improved organization for inter- 
national economic affairs at the particular juncture when these affairs have come 
to be recognized as of first-order importance to the Nation. Prompt enactment of 
the Administration bill is essential to permit these additional reforms to begin at 
the start of fiscal year 1974. 

[The following letter was received by the subcommittee for inclusion 

in the record :] 

Committee for a National Trade Policy, 

Washington, D.C., May 15, 1973. 
Hon. Thomas L. Ashley, 

Chairman, Suhcommittee on International Trade, Committee on Banking and 
Currency, U.8, House of Representatives, Washingt&n, D.C. 
Dear Mr. Chairman : Reserving judgment at this time on other aspects of 
the proposal to provide statutory status for the Council on International Eco- 
nomic Policy, I want your Committee to know of my strong opposition to the 
Administration's declared intention to make the office of the Special Representa- 
tive for Trade Negotiations a part of the Council on International Economic 
Policy and subordinate to its executive director. 

As I understand the proposal, the result will be that — 

(1) The Executive Director of CIEP would not be subject to Senate confirma- 
tion, and 

(2) STR would lose the direct access it should have to the President (ex- 
plicitly intended and enacted by Congress in the Trade Expansion Act of 1962), 
and also the special stature it should have in the formation and administra- 
tion of trade policy. 

If there is to be a merger of STR and CIEP, the Special Representative for 
Trade Negotiations should be made chief operating officer of the CIEP, thus 
maintaining STR's statutory, direct access to the President (as Congress in- 
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tended). This would also make OIEP's chief operating officer subject to Senate- 
confirmation. 

There are, of course, international monetary and other issues besides trade, 
but the trade issue is so vital to all the others, and so important to the overall 
national interest, that making the Special Representative for Trade Negotia- 
tions the chief operating officer of the CIEP (second only to the President) 
is realistic and appropriate. Although the Special Representative would, dur- 
ing major trade negotiations, be deeply immersed in these negotiations. I see 
no difficulty in his being able to carry out his responsijbiUties as chief operating 
officer of CIEP. The new CIEP could and should be so organized that the 
chief oi>erating officer (as I envisage his duties) will have no difficulty in direct- 
ing the Council and at the same time directing whatever trade negotiations may 
be underway. 

I strongly urge that the Congress make every effort to insure that STR is 
continued and strengthened as a totally objective unit in the administration of 
trade policy, whose access to the President is not filtered by political considera- 
tions or the priority of other policy issues. 

The Administration's bill on CIEP, coupled with what I understand to be 
the Administration's intention concerning the relationship between STR and the 
Council, is not only unwise ; it is also contrary to a major decision the Congress 
made in 1962 and which our Committee strongly supported. 
Sincerely yours, 

David J. Steinberg, 
Executive Director. 

[Wliereupon, at 3:55 p.m., the subcommittee was adjourned.] 

O 
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